
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

T H E  APPLICATION OF PHELPS GAS COMPANY, ) 
I N C . ,  FOR A RATE ADJUSTMENT PURSUANT ) CASE NO. 9911 TO THE ALTERNATIVE RATE FILING 1 
PROCEDURE FOR SMALL UTILITIES 1 

O R D E R  

On April 9 ,  1987, Phelps Gas Company, Inc., ("Phelpe") filed 

an application seeking to increase Its rates pursuant to the 

Alternative Rate Filing Procedure for Small Utilities to becane 

effective for; service rendered on and after May 9, 1987. On 

April 20, 1987, t h e  Commission suspended the proposed Pates for 5 

months on and after May 9, 1987. 

The Attorney General, by and through his Utility and Rate 

Inteavention Division ( " A G " ) ,  and Columbia Gas of Kentucky, Inc., 

("Columbia" 1 filed motions to intenvene in this proceeding. The 

Commission subsequently ordeaed that these motions be granted. 

On June 15, 1987, Columbia filed a motion Pequesting that the 

Commission impose a Buncharge upon the rates an8  changes of Phalpe 

or, in the alternative, to authorize termination of selrvice. The 

Commission's ruling on t h i s  motion is discussed in a subsequent 

section of this Order. 

On July 29 and 30, 1987, the Commission s t a f f  conducted a 

field examination of Phelps' financial records.  On September 22, 

1987, t h a  staff issued a tepomt containing its iecomrnendatlons. 



Or! Octobea 12, 1987, Phelps filed a aesponse concerning this 

regortj however, thie lresponse did not directly address the merits 

of staff's xeeommendations. 

On October 9, 1987, the Commission issued an Oader; finding 

that it would be unable to complete its investigation within the 

5-month suspension petiod and that Phelps had complied with the 

statutory provisions to place the Pates proposed in its April 9, 

1987, application into effect. Phelps was ordered to maintain its 

records in such a manner: that would allow the determination of the 

incaeased amount collected in the event d refund would be oadexed 

upon final resolution of this matter. 

On October 23, 1987, the Commission, on its own motion, 

scheduled a hearing for November 18, 1987, to hear testimony and 

consider other evidence in this matter. All parties of record 

participated in the public hearing and bniefs were filed by 

January 4, 1988. 

SURCHARGE 

In its original appltcatlon, PhslpR prroposed an expense 

adjustment of $19,386 which would provide sufficient revenues to 

extinguish pamt-due billings owed to Columbia in 1 year. At the 

time of the filing, Phelps' arrealrage to Columbia stood at approx- 

imately the same amount as the prioposed adjustment. In the altei- 

native, Phelpe propoaed that the Commiesion paovide for recovery 

of the arrearage to Columbia thnough the imposition of a SUE- 

chaxge. On June  15, 1987, Columbia filed a motion requesting that 

the Commission impose a surcharge upon the customers of Phelps, 
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w i t h  amounts collected via the surcharge to be used to extinguish 

the anreanage. 

The AG opposed collection of the arrearage fnom the rate- 

payers of Phelps and zecommended to t h e  Commission that the staff 

report be adopted. The AG further axgued that t h e  arrearage arose 

as a result of the management policies of Phelps and, thus, should 

n o t  he aocovoted from the ratepayers. Lastly, the AG recommended 

that this Commission Order should contain aequiremente to prevent 

the arrearage from recurring. 
In its report filed September 22, 1987, staff concluded that 

upon implementation of its recommended rate increase, Phelps would 

generate cash flow fxrm oper;ations sufficient to repay its arxear- 

age to Columbia within a 2- to 3-year peEiod. Based upon the 

staff's analysis, the Recommended increase would be $11,477, and 

would provide positive cash flow from operations in t h e  amount of 

$9,325 annually. 

Staff further? maintained the position t h a t  t h e  amount to be 

recovered through the surcharge nepresents past operating costs 

which should not be considered in determining the current rates  of 

Phelps', especially since these particulan costa a m  passed 

through the purchased gat3 adjuetment clause and this would be t h e  

second time the custanerra would be paying for  this cost. 

The Commiesion concurs with staff's position with wegard to 

t h e  surcharge and believes that without a conclusive showing that  

aecovery of past costs through current ratee is justified due to 

prevailing circumstances, such recovery is inappropriate. The 

Commission f i n d s  that theme has been no such justification in this 
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proceeding. Phelps, via late proceedings and the Pu~chared Ga8 

Mjuutment process, pteviously hers been granted revenues adequate 

to allow it the opportunity to meet its zeaeonable opeaating 

expenses, with an additional paovfsion for profits. Consequently, 

revenues have already been Recovered from the ratepayers to cover 

thoss expenses froa the aegrilatory viewpoint as contemplated by 

the C-ission when setting rates. In setting rates ,  the C~mmis- 

si05 does not guarantee a profit. The ltecord does  not reflect 

that pnevious rates were inadequate to provide sufficient revenuem 

to meet the reasonable opgoxtunity objective, so a surcharge to 

recover past losses should not be retnoactively imposed upon the 

Batepayeas of Phelps . 
The Commission notes that Phelps has a long histoay of accu- 

mulating elpaearage8 t o  its gas eupplier, In Novembar 1982, tho 

Commission granted P h e l p s  a surcharge of $2 per month plus $0.51 

per month for a period not to exceed 24 months OII until total 

revenues of $44,890 had been collected. This surcharge w b e  also 

for the purpose of extinguishing annearages to Columbia. Having 

been granted eufficient nates initially, and with additional xeve- 

nues generated via this surcharge, Phelps has had ample oppoatu- 

nity to avoid this historical trend of repeatedly failing to make 

paopec payment to Columbia. 

Furthannore, the CommimsLon Le concerned at Phelpa' apparent 

disregand of past O r d e P S ,  w i t h  specific attention to the aecent 
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CORRECTION 

PRECEDING IMAGE HAS BEEN 
REFILMED 

TO ASSURE LEGfBfLiTY OR TO 
CORRECT A POSSIBLE ERROR 



proceeding. Phelps, via nate proceedings and t h e  Purchased Cas 

Adjustment process, p t e v i o u s l y  has been granted revenues adequate 

to allow it t h e  opportunity to meet its reasonable operating 

expensea, with an additional proviaion for profits. Consequently, 

tevenues have already been Recovered from the ratepayers to cover 

these expenses from the regulatory viewpoint as contemplated by 

the Commission when setting nates. In setting rates, the Commis- 

sion does not guarantee a profit. The aecord  does not ref lect  

that pnevious nates were Inadequate to p ~ o v i d e  sufficient revenues 

to meet the reasonable opportunity objective, so a surcharge to 

recover p a s t  losses should n o t  be retroactively imposed upon the 

natepayeFs of Phelps. 

The Commission notes that Phelps has a long history of accu- 

mulating aaaearages to  its gas supplier. In November 1982, the 

Commission granted Phelps  a surcharge of $ 2  per month p l u s  $0.51 

per month for a period not to exceed 24 months OF until total 

revenues of $44,890 had been collected. T h i s  suncharge was also 

for the purpose of extinguishing antiearages to Columbia. Having 

been granted sufficient rates initially, and with additional m v e -  

nues generrated via this surchaxge, Phelps has had ample oppontu- 

nity to avoid t h i s  historical trend of repeatedly failing to make 

puopec payment to Columbia. 

Fuathermore, the Cornmiasion ie concerned at Phe lpa '  apparent 

diaregard of past O r d e x s ,  with specific attention to t h e  secent 
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Order in Case No. 9877 d a t e d  July 1 6 ,  1987 .  At that time the 

Commission directed t h a t  Phelps, 

... should treat Columbia a8 a p ~ i o r i t y  
clreditor to contain the al;reaaage to no 
m o r e  than its present level and attempt to 
negotiate 9 satisfactory settlement of the 
axrearage. 

Without seeking a deviation from t h i s  Order, Phelps h a s  failed to 

make any payments to Columbia subsequent to its issuance. Such 

blatant disxegard of t h e  Commission's Ordets presents the appean- 

ance that Phelps ha6 no intentions of acting in good f a i t h  in 

attempting to s o l v e  this ongoing arrearage problem. As a result 

of this noncompliance, the arrearage h a s  grown from $22,447 as of 

July 1987, to $35,479 a8 of the date of t h e  November hearing in 

this case. Payments of even a naninal amount during thie time 

would have given the Commission an indication t h a t  Phelps w a s  at 

least being somewhat cooperative in t h i s  effort to solve the 

armearage problem. As a n e s u l t  of Phelps' response to t h e  

July 1 6 ,  1987, Oxder, the Commission must, at best, conclude that 

there is a good chance that if a suacharge were granted it would 

n o t  be used for the i n t e n d e d  purpose. Phelps' actions have proven 

to be counterproductive to a solution of its ongoing artrearage 

pnoblems. 

Based upon the foregoing, the Commission f i n d e  that t h e  

burden for repayment oE the arrearage should not be imposed upon 

P h e l p s  Gae Company's Failure to Comply w i t h  Commission Regula- 
tions and Delinquent Purchased Gas Account with Columbia Gam 
of K e n t u c k y ,  final olrdelr entered J u l y  16, 1987. 

Sbid., page 4 .  
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i j 
the ratepayeis of Phelpa, but tathet, should be borne by it6 

owneas 0 

Based upon this determination, the Commission finds that 

Columbia's June 15, 1987, motior! to impose a surcharge upon the 

rates and charges of Phelps should be denied. Moieovex, t h e  Com- 

mission finds that in consideration that the liatea gnanted herein 

w i l l  prov ide  Phelps with sufficient cash flow to extinguish t h e  

annearage, the alternative motion to terminate aelrvice should also  

be denied. 

The Commission is of the opinion that it must impose stllict 

monitolrinq requirements of Phelpe' financial condition to a s s u ~ e  

t h e  continued operation of t h e  utility. Therefore, Phelps should 

be nequired to submit monthly openating statements Containing 8Uf- 

f i c l e n t  information to s h o w  all receipts and disbunsements. It 

should be made cleao in these statements that Columbia is the p i -  

ority vendoi and s h a l l  r e c e i v e  payment of its monthly gas bill and 

the agreed-upon repayment of its past-due account on OE before the 

due date. F a i l u r e  of Phelps to adheae to this requirement may 

result in t h e  imposition of fines as provided in KRS 278.990. 

REVENUE REQUIREMENTS 

In its report, staff recommended a revenue increase of 

$11,477. T h i s  recommendation gnants essentially the entire rate 

increase zequested by Fhelpe exclusive of recovery of the arrear- 

age to Columbia. No substantive objections w e m  raised to the 

staff report othea than those concerning the necommended disallow- 
ance of the necovery of the araearage. 
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Therefore, a f t e r  c a r e f u l  PevIew of t h e  r ecommenda t ions  made 

by s t a f f ,  t h e  Commission is of t h e  o p i n i o n  t h a t  t h e  wecornmended 

i n c r e a s e  i n  nevenue  of $11 ,477  w i l l  allow P h e l p s  ample o p p o r t u n i t y  

to pay its operat ing expenses ,  n e g o t i a t e  a payment  s c h e d u l e  w i t h  

Columbia t o  r e p a y  t h e  arreaFage, and p x o v i d e  for; r e a s o n a b l e  e q u i t y  

g r o w t h .  Theaefore ,  t h e  Commission accepts s t a f f ' s  f i n d i n g  t h a t  

t h e  a m u a l  increase of $11,477 s h o u l d  b e  a l l o w e d .  

RATE DESIGN 

The o p e r a t i n g  r e v e n u e  of $122,046 and  m i s c e l l a n e o u s  r e v e n u e s  

of $1,369 for t o t a l  lcevenues of $123 ,415  is b a s e d  upon t h e  rates 

and c h a r g e s  as proposed by P h e l p s  i n  t h i s  case a n d  i n c l u d e s  t h e  

allowed irrcreaue o€ $11,477.  I n  its Order on October 9 ,  1987, t h e  

Cosmiss ion  r e c o g n i z e d  t h a t  t h e  d e t e r m i n a t i o n  o f  t h e  nevenue  

increase i n  this case would n o t  m e e t  t h e  s t a t u t o r y  p r o v i e i o n e  and 

allowed P h e l p s  t o  place t h e  proposed rates, i n c l u d i n g  t h e  

surcharge, i n t o  effect .  On October 1 4 ,  1987, i n  P u r c h a s e d  Gas 

Adjus tmen t  ('PGA') Case No. 9911-A, P h e l p s  f i l e d  a n  app l i ca t ion  to 

decrease Its rates by $0.4661 per  Mcf, which decmased the 

operating revenue by $8,165. Therefore, PGA Case No. 9911-A 

s h o u l d  be i n c o r p o r a t e d  into t h e  o p e r a t i n g  lievenues and  t o t a l  

r e v e n u e s  in t h i s  Order. The a d j u s t e d  o p e r a t i n g  t e v e n u e s  a n d  t o t a l  

revenues  of $113 ,881  a n d  $115,250 i n c o r p o r a t e  t h e  $8,165 

a d j u s t m e n t  and  t h e  ra tes  and  chaxges i n  t h e  a t t a c h e d  Appendix A 

s h o u l d  p r o d u c e  o p e l r a t i n g  r e v e n u e s  of $113,881. 

REFUND 

Upon e x p i r a t i o n  of t h e  5-month s u s p e n s i o n  perriod, t h e  

Conaniseion on October 9, 1987,  found  t h a t  i t  would be unable t o  
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complete I t s  investigation within the S-month sumpension period 

and that Phelps had complied with the statutory provisions to 

place the proposed rates into effect. The Commission fuather 

ordeaed that Phelps should maintain its records ir! such manner as 

would allow determination of any amounts to be aefunded in the 

event one is ordered upon final resolution in this matter. 

Inasmuch as rates charged since OctobeE 9, 1987, have 

included provision for recovery of past-due gas purchases, and 

such secovery has been found to be inappropriate herein, the Com- 

mission f i n d s  that all s u m s  collected in excess of the rates found 

to be reasonable helrein should be refunded to P h e l p s '  customers 

with interest. 

IT IS THEREFORE ORDERED that: 

1. The zates and char;ges requested by Phelps be and they 

hereby are denied. 

2. The nates and charges in Appendix A are t h e  f a i P ,  j u s t ,  

and neasonable rates and charges to be chavged by Phelps on and 

afteh the date of this Order. 

3. The June 15, 1987, motion by Columbia is hereby denied. 

4. Phelps shall begin good f a i t h  negotiations to arrive at 

an agreement with Columbia within 30 days of t h e  date of t h i s  

Order. The detailed results of these negotiations ehall be filed 

with t h e  Commission within 4 5  days of t h e  date of t h i o  Orden. 
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5. Phelps shall submit monthly operating statements to the 

Commission within 30 days of the last day of each month 8hOWing 

all receipts and an itemization of disbursements made during that 

month. Each monthly filing shall also contain a copy of the 

billing from Columbia, a showing of the amount paid to Columbia 

for the current bill and the amount applied to the arrearage; and 

any additional information the staff may deem appropriate to 

determine Phelps' compliance with t h i s  Order. 

6. Within 20 days of the date of this Order Phelps shall 

file with this Commission the amount of excess revenues collected. 

7. Within 20 days of the date of this Order Phelp8 shall 

file its refund plan not to exceed a period of 60 days using a 

refund interest rate of the average of the "3-Month Commercial 

Paper Rates" less 1/2 of 1 percent to cover the cost of refunding. 

These  monthly rates are reported in the Federal Reserve Bulletin 

and the Federal Reserve Statistical Release and can be obtained 

from the Commission. 

0. Within 20 days from the date of this Order, Phelps 

shall file with this Commission its revised tariff sheets setting 

out the rates approved herein. 
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Done a t  Frankfort, Kentucky, this 8th &y of ~ebruary, 1988. 

PUBLIC SERVICE COHMISSION 

ATTEST I 

Executive Director 



I .  

APPENDIX A 

APPENDIX TO AN ORDER OF THE PUBLIC SERVICE 
COMMISSION IN CASE NO. 9911 DATED 2/8/88 

The following rates are prescribed for the customers served 

by Phelps Gas Company, Inc. All other rates and charges not spe- 

cifically mentioned herein shall remain the same as those in 
effect under the authority of the Commission prior to the effec- 

tive date of this Order. The rates and charges stated herein have 

incorporated PGA 9911-A. 

RATES: Monthly 

First 1 Wcf 

Over 1 Mcf 

$7.80 Minimum Bill 

6.1336 Per Mcf 

The base rate for the future application of the purchased gas 

adjustment clause of Phelp8 Gas Company, Inc., ahall bar 

Commodity 

Columbia Gas of Kentucky, Xnc. $3.5939 Per Hcf 


